The "Financial Big Bang" reforms during the latter half of the 1990s substantially transformed the Japanese financial system, but despite this, the level of risky assets that Japanese households have in their portfolio has not increased. One reason for this is the lack of knowledge necessary to invest in risky assets, such as stocks. Therefore, the Japanese government and financial industry have developed collective investment schemes such as investment trusts, which are an effective way to hold risky assets for retail investors who lack sophisticated investment knowledge. This paper analyzes commodity investment trusts and commodity ETFs as a method for investing in commodities.
Introduction
The "Financial Big Bang" reforms during the latter half of the 1990s substantially transformed the Japanese financial system and created an environment that made it easier for individual investors to put their money into risky assets.
However, bank deposits continue to form the core of Japanese households' financial asset holdings. Several surveys have found that one reason people remain reluctant to invest is a lack of relevant knowledge.
As such, there is demand for a simpler, easy-to-understand investment vehicle; one auspicious option is ETF and other investment trusts. In fact, due to rapid development of the environment for investment trusts, net asset value of investment trust has increased from 50 trillion to 80 trillion yen during the seven years from the end of 1999 to the end of 2007.
However, despite the fact that use of commodity investments in financial asset management has expanded on a global level, their use in Japan remains extremely subdued. Growth in commodity funds, which used to be expected high growth as a collective investment scheme for commodities, has been sluggish, with assets under management failing to reach only 15 billion yen.
Many experts now have high expectations for investment trusts and ETFs as a new way to invest in commodities, and the purpose of this paper is to analyze the current state of commodity ETFs and investment trusts linked to commodities ("Commodity investment trusts" for simplicity's sake).
Investment Trusts and Commodity Investment Trust as Means for Investment by

Individuals
(1) Commodity Investment Trusts Due to restrictions in Japanese law, investment trusts are not allowed to purchase commodities or commodity futures directly. Commodity investment trust is a kind of investment trust, so they are subject to the restriction. However, there is a loophole. Namely, commodity investment trust can conduct indirect commodity investment through purchasing securities linked to commodities.
Using this loophole, the Daiwa Commodity Index Fund (aka the Jim Rogers World Adventure) launched on December 10, 2004. Although it is out of reach for most individual investors since the minimum investment is 5 million yen, its net asset value grew to 12.1 billion yen by July 2006. However, the base value declined with the plummet in the commodities market in 2008 and has been sluggish ever since; moreover, with five-year returns deeply in the red as of October 2010, the fund has failed to deliver the expected investment results.
As of October 2010, the total assets of all major commodity investment trusts in Second, many index-based ETFs used linked bonds. However, the global financial crisis highlighted the fact that in the case of bond-based ETFs, the credit risk of the bond issuer and liquidity risk of the bonds cannot be ignored 2 . As a result, ETFs directly linked to the physical assets became more preferable. In March 2010, ETF Securities listed a batch of 14 commodity-linked issues including grains, copper, and natural gas at once.
In July 2010, Mitsubishi UFJ Trust and Banking Corporation listed several precious metal ETFs (gold, silver, platinum, and palladium) backed by physical assets on the Tokyo Stock Exchange. The physical asset-backed precious metal ETFs that were previously listed could not be effectively exchanged for said asset as it was located overseas. However, a significant characteristic of this ETF was that it was the first precious metal ETF backed by physical assets kept within the country, and as such, could actually be exchanged for the asset.
Assessment of Current Commodity ETFs
( shares and daily trading volume of around 1,900 shares (currently one share is around 3,500 yen).
These three long-runners have seen a decent amount of trading, but volumes for newly listed ETFs remain light, as shown in Table 1 . In fact several ETFs have seen almost no trading at all, with daily trading value below 100,000 yen. Many issues have only recently been listed, so there is still potential for trading volumes to pick up as people are recognizing them in the future, but currently there is not a very high probability of this happening soon. 
Conclusion
The author believes that rather than direct trading on commodities futures markets, using a group-based investment scheme, such as ETFs, is more preferable as a method for individuals to build their wealth. Despite this, commodity funds, which held a lot of potential as a group-based scheme for investment in commodities, have not been utilized to a great extent. Commodity-based investment trusts grew steadily until the global financial crisis, after which asset values plummeted. However, outstanding amounts eventually stabilized after the drop, and commodity-based funds are now well established.
Many have high expectations for commodity ETFs, which have experienced rapid diversification in recent years. The types of ETFs available have grown considerably more diverse as regulations have been eased, but investor participation remains limited, with trading in many newly listed ETFs in particular continuing to be extremely subdued. To make more investors recognize these products is an important challenge in making these valuable diverse investment opportunities to be widely utilized. Many have pointed out that commodity ETFs are difficult for salespersons of securities companies to proactively sell due to a lack of a lack of commodities knowledge and relatively smaller sales fees. To learn from the failures of commodity funds, an enhanced approach on the sell side is necessary. First, data analysis is still inadequate as commodity ETFs have only recently arrived on the scene. Future analysis is necessary with more data accumulation; for example, it would be fascinating to study the relationship between commodity ETF and commodity futures trading on a daily or more frequent basis. Second, the assets that ETFs are linked to have become more diversified, but the differences in price formation stemming from the way that the ETFs are linked to these assets are also interesting. For example, there are differences in the nature of the various gold-linked ETFs; there are those that cannot be exchanged with the physical asset, those that can only be exchanged with the physical asset overseas, and those that can be exchanged with the physical asset domestically. Discovering how these differences impact price formation is extremely critical in considering the formation of commodity ETFs in the future.
